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Key Rating Drivers

Support-Driven Rating: The rating of UB Finance PLC (UBF) reflects Fitch Ratings' expectation
that the parent, Union Bank of Colombo PLC (UB, BBB-(lka)/Negative), would extend
extraordinary support to UBF, if needed. This assessment is underpinned by UB's 89.9%
ownership of UBF, a history of ordinary support, board involvement and close brand alignment.
The Negative Outlook on UBF’s rating mirrors that on the parent.

Limited Role in Group: UBF’s limited importance within the UB group is reflected in its rating,
which is two notches below that of UB. We view minimal overlap between UBF and UB’s target
customer profiles, given the financial subsidiary’s closer focus on underbanked and high-
yielding customer segments through leases and gold loans (financial year ended March 2024
(FY24): 5.5% of group loans). UBF’s contribution to group earnings is moderate at around 9%.

Furthermore, UBF operates with notable management independence in day-to-day matters,
albeit with oversight from UB’s board-level representatives.

Relative Size Constraints Rating: UBF’s rating is constrained by our view that any support
required may be more material relative to UB’s modest balance-sheet size compared with other
Fitch-rated financial leasing companies owned by larger banks. UB's smaller capital base also
limits the amount of funding it can provide due to tightening single-borrower limits. UBF's
assets represented 7% and 15%, respectively, of UB's consolidated assets and equity at end-
2024. UBF reported moderate parental borrowing historically.

Standalone Profile Still Weak: We believe UBF's intrinsic credit profile is weaker than its
support-driven rating, due to its riskier lending base and small franchise with less than 1% of
finance and leasing sector assets. UBF’s higher-risk profile, evolving risk controls, limited
absolute capital buffer relative to the regulatory minimum, and a concentrated funding mix
weigh on its overall credit profile despite some improvement in asset quality and earnings
metrics in recent periods.

Modestly Improving Profitability: UBF has returned to profitability since FY24 (pretax
income/average assets: 1.2% in 9MFY25, FY24: 1.3%, FY23: -0.7), supported by moderating
credit costs (credit costs/pre-impairment operating profit: 33% in 9MFY25, FY24: 20%, FY23:
133%). We expect UBF’s earnings to improve alongside declining interest rates that benefit
borrower repayment capacity and credit growth. That said, its earnings record has been more
volatile than most rated peers.

Reducing Asset Quality Stresses: The company’s gross stage 3 (impaired) loans ratio improved
to 20.4% by end-1HFY25 (FY24: 26.1%, FY23: 32.5%) as impaired loans fell notably, reflecting
UBF'’s focused recovery efforts. Despite the improvement, UBF’s delinquency ratio remains
above the 12.0% industry average. We expect further improvements to loan quality in the near
to medium term as recoveries continue and the loan book expands.

Leverage to Pick up: We expect UBF’s debt/tangible equity to rise from its current 2.6x (FY24:
2.8x) alongside expected loan growth. UBF now meets the LKR2.5 billion minimum regulatory
capital requirement post the successful capital raising in June 2024. We expect UBF’s Tier 1
capital ratio to moderate in the near to medium term (3QFY25: 29.8%, FY24: 30.5%), due to the
expanding loan book, but to remain above minimum regulatory requirements.

Fitch estimates that residual credit risk on capital, as reflected in net impaired loan exposure
relative to tangible equity, has significantly decreased in recent months (FY24:49%, FY23: 79%)
due to improving asset quality and coverage metrics.
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Rating Sensitivities
Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade

UBF's rating is sensitive to changes in UB's credit profile, as reflected in UB's National Long-Term Rating as well as
Fitch's opinion of UB's ability and propensity to extend timely extraordinary support. Factors that could drive
negative action include:

° adowngrade of UB's National Long-Term Rating;

° anincrease in UBF's size relative to UB that makes extraordinary support more onerous;

° areduction in the parent's ownership, control or influence that could weaken its propensity to support UBF;

° prolonged weak performance of UBF that we believe will weaken the parent's propensity to support the
subsidiary;

° a notable decline in UBF's capital buffers, indicating reduced timeliness in financial support.

These developments could significantly reduce shareholder support prospects and, if severe, may lead to a multi-
notch downgrade.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade

There is limited scope for upward rating action, given the Negative Outlook. We are likely to revise the Outlook to
Stable if the Outlook on the parent bank is revised to Stable.

An upgrade would most likely result from positive rating action on UB's National Long-Term Rating, which would
reflect its strengthened ability to support UBF.

A significant increase in UBF's strategic importance to UB and closer integration with UB across broader functional
areas may lead to positive rating action. However, we do not expect such a change in the near term.
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Income Statement
31Dec24 31Mar 24 31 Mar 23 31 Mar 22
9 months - 3rd 9 months - 3rd
quarter quarter Yearend Year end Year end
(USDm) (LKRm) (LKRm) (LKRm) (LKRm)
Audited - Audited - Audited -
Unaudited Unaudited unqualified unqualified unqualified
Revenue
Total gross operating revenues 5 1,578.39 2,256.99 2,078.77 1,583.48
Interest income on loans 4 1,217.86 1,749.71 1,875.81 1,497.27
Other interest income 1 24042 393.05 137.55 25.06
Total interest expense 3 849.92 1,372.88 1,259.58 667.06
Total net operating revenues 2 728.47 884.11 819.19 916.42
Memo: net interest income 2 608.37 769.88 753.77 855.26
Expenses
Total operating expenses 2 585.12 711.50 596.35 460.39
Pre-impairment/provision operating profit 0 143.35 172.62 222.83 456.03
Impairment charges (reversals) on loans & finance leases 0 44.68 24.33 266.94 223.98
Securities and other credit impairment charges 0 3.04 10.58 30.48 10.69
Operating profit 0 95.64 137.71 -74.58 221.37
Pre-tax income 0 95.64 139.21 -73.80 224.62
Net income (incl. non-controlling interests) 0 0.59 1.47 -113.45 81.12
Fitch comprehensive income 0 0.59 54.99 -116.63 84.92
Exchange rate USD1 = uUsD1 = usSD1 = uUsD1=
LKR292.5833 LKR300.441 LKR327.2857 LKR293.8716

Source: Fitch Ratings, Fitch Solutions, UBF
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Balance Sheet
31 Dec24 31Mar 24 31Mar 23 31Mar 22
9 months -3rd 9 months - 3rd
quarter quarter Year end Year end Year end
(USDm) (LKRm) (LKRm) (LKRm) (LKRm)
Assets
Loans and leases
Gross loans & finance leases n.a. n.a. 8,696.46 9,026.64 9,338.06
Less: loss allowances for loans, leases and receivables n.a. n.a. 935.80 937.69 705.39
Net loans and finance leases 31 8,979.33 7,760.66 8,088.94 8,632.68
Total interest earning assets 34 10,021.47 9,923.00 8,958.86 9,301.00
Total assets 39 11,433.36 10,967.17 10,106.52 10,082.76
Liabilities and equity
Debt and deposits
Total customer deposits 24 6,899.46 7,527.53 6,508.96 4,892.14
Total borrowings 3 944.36 20.74 496.52 2,021.83
Total debt and deposits 27 7,843.82 7,548.28 7,005.48 6,913.97
Total liabilities 29 8,373.82 8,162.51 7,411.85 7,271.45
Total equity excl. hybrid capital accounted for as equity 10 3,059.53 2,804.66 2,694.68 2,811.31
Total equity 10 3,059.53 2,804.66 2,694.68 2,811.31
Total liabilities and equity 39 11,433.36 10,967.17 10,106.52 10,082.76
Exchange rate UsD1= uUsD1= UsD1= uUsD1=
LKR292.5833 LKR300.441 KR327.2857 LKR293.8716

Source: Fitch Ratings, Fitch Solutions, UBF
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Summary Analytics
31Dec 24 31Mar 24 31Mar 23 31Mar 22
9 months - 3rd quarter Year end Year end Year end
Asset quality ratios (%)
Impaired loans & finance leases/gross loans & finance leases n.a. 26.1 325 21.1
Growth of gross loans & finance leases YoY n.a. -3.7 -3.3 24.7
Loss allowances/impaired loans & finance leases n.a. 41.2 32.0 35.9
Impaired loans & finance leases less loss allowances/tangible equity n.a. 48.8 78.6 47.5
Earnings and profitability ratios (%)
Pre-tax income/average assets 1.2 1.3 -0.7 2.5
Operating expenses/total net revenue 80.3 80.5 72.8 50.2
Pre-tax income/average equity 4.3 5.1 -2.7 12.6
Impairment charges/pre-impairment op. Profit 33.3 20.2 133.5 515
Capitalisation and leverage ratios (% unless stated otherwise)
(Debt + deposits)/tangible equity (x) 2.6 2.8 2.8 2.6
Tangible equity/tangible assets 26.3 25.1 25.5 26.7
Tier-1 capital ratio 29.8 30.5 311 29.4
Total capital ratio 29.8 30.5 311 29.4
Funding, liquidity and coverage ratios (% unless stated otherwise)
Unsecured debt/(total debt + deposits) n.a. 99.7 92.9 70.8
(Short-term debt + deposits)/(total debt + deposits) n.a. 56.1 69.6 83.9
Gross loans/deposits n.a. 115.5 138.7 190.9

Source: Fitch Ratings, UBF
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SOLICITATION & PARTICIPATION STATUS

For information on the solicitation status of the ratings included within this report, please refer to the solicitation
status shown in the relevant entity's summary page of the Fitch Ratings website.

For information on the participation status in the rating process of an issuer listed in this report, please refer to the
most recent rating action commentary for the relevant issuer, available on the Fitch Ratings website.

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations and disclaimers by
following this link: https://www.fitchratings.com/understandingcreditratings. In addition, the following
https://www fitchratings.com/rating-definitions-document details Fitch's rating definitions for each rating scale and rating categories,
including definitions relating to default. Published ratings, criteria, and methodologies are available from this site at all times. Fitch's code of
conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other relevant policies and procedures are also available from
the Code of Conduct section of this site. Directors and shareholders' relevant interests are available at
https://www fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to the rated entity or its
related third parties. Details of permissible or ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch
Ratings company (or branch of such a company) can be found on the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party
verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should
understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a
report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements
and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions
and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by
future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. Fitch Ratings makes routine, commonly-accepted adjustments to
reported financial data in accordance with the relevant criteria and/or industry standards to provide financial metric consistency for entities in the same sector or asset class.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents
will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are
based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and
no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk
is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved
in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus
nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be
changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy,
sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability
of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally
vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or
insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency
equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular
jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which authorizes it to
provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within the meaning of
the Corporations Act 2001.
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